STATE OF VERMONT
CLAIMS AUDIT OF SELF FUNDED LIABILITY AND
WORKERS” COMPENSATION PLANS

AS OF JULY 11, 2012

PURPOSE

Hardy Consulting Services, LLC was requested to assist Madison Consulting Group in performing
an audit of the self- insured plans of the State of Vermont. The purpose of the claims audit was to
review and assess the State’s ability to successfully manage the claims associated with the self-insured
plans. This assessment includes a review of the claim file documentation, reserve process and claims
management.

DISTRIBUTION AND USE

This report has been prepared for the use of the State of Vermont and Madison Consulting
Group in their assessment of the in-house claims processes. It is fully understood that this document
may become public information. All distributions of this document should be made in its entirety. Any
use or distribution to outside parties may be done only with the prior written consent of the author.

CONDITIONS AND LIMITATIONS

HCS performed the off-site audit of the claims on July 2-10, 2012. The audit was coordinated
through Mr. Bill Duchac of the Vermont Risk Management Division and Ms Lisa Stratton of the Vermont
Office of Workers’ Compensation. Twenty five (25) claim files from each plan, liability and workers’
compensation, were chosen at random. The liability claims reviewed were all open, complex auto,
general and professional liability claims. The workers’ compensation claims were all open, lost time
claim files.

FINDINGS AND RECOMMENDATION
LIABILITY CLAIMS

In reviewing the liability claims it is noted that there is much improvement since the 2011
review in the areas of reserving, investigations and litigation management.



In my review of the open, complex liability files | noted reserves were regularly reviewed for
adequacy. Every file reviewed did have a reserve figure even if it was only a “place holder” reserve.

Most all files were investigated adequately with proper documentation of property damage and
bodily injury damages and assessment of liability. Settlement of claims appeared to be done in a good
time frame to dispense with long term expenses such as rental and downtime.

There was evidence of improved management of litigation through communication with the
defense attorney and making pointed observations and suggestions as to the defense of certain claims.
Participation in mediation of claims was noted in many claims.

All claims were reviewed on a regular diary system and notes concerning outstanding claim
issues were made in the files.

WORKERS” COMPENSATION CLAIMS

The workers’ compensation claims that were reviewed continue to be above average to those
files reviewed in other audits.

Reserves were good to very good on all files reviewed. Increases of reserves were timely and
controlled by medical treatment and reports, as well as realization of the probability of permanent
impairment. There were no files reviewed that required any comment or discussions about reserves.

File investigations were good to very good. Average weekly wages for determination of
compensation rate was reflected in all files. There were two (2) files that need more investigation
concerning subrogation. Notes were made that subrogation efforts should be done earlier in the file
handling rather than at the end of the claim.

Assignment of Medical Case Manager (MCM) was made on all files in compliance with internal
rules. The MCM made contact with treating physicians in a timely manner. There was evidence in files
that both the assigned adjuster and the MCM were cognizant of potential addiction problems to the
injured worker with the use of prescribed opiates and other pain relief medications.

The claims reviewed revealed improved efforts by the staff to utilize early return to work on limited or
light duty assignments.

In those files involving permanent disabilities to the injured worker, the amount/percentage of
permanency was documented and discussions with treating physicians and rating physicians were
conducted.

Recorded statements were used in those files requiring such statements to preserve potential
testimony of the injured worker and witnesses. It is recommended that recorded statements be
obtained on those files that have disputes concerning causality of injury, course and scope of
employment or any issue that leads to conflict or disagreement.



On those claims that were in litigation or needed the guidance of a defense attorney,
assignment was made to the defense attorney within internal rules and continuous contact for
discussion of pertinent issues was had.

CLAIMS MANAGEMENT

The Workers’ Compensation Division uses a “team approach” on claims management. This is a
very good tool in claims management and cost containment. The team includes the assigned adjuster,
MCM and a member of claims management. Some of the rewards of the team approach are early claim
settlement, early return to work and reduced overall costs. A “Legacy Team” has been developed to
determine the best approach to bring older, stagnant claim files to a conclusion. Such plans indicate very
good, proactive thinking and approaches to claim management. The files reviewed that had been
reassigned to the Legacy Team were all up to date and being handled within Best Practice parameters.

RECOMMENDATIONS AND CONCLUSIONS

It is my opinion that the State of Vermont self-insured liability and workers’ compensation plans
are above average to other plans reviewed in other audits. The cost control efforts are reflected in
reduced costs of loss and LAE. Recommendations for improvement are:

1. Liability adjusters should continue to actively pursue necessary investigation issues and
continue management of litigation files to control claim expenses. A regular review of claim
reserves for both expected loss and ALE should be maintained.

2. Workers’ Compensation adjusters should continue to push employers for early return to
work through the use of light duty job assignments.

3. Reserves on indemnity and medical should continue to be reviewed for amounts paid and
remaining reserve, particularly those files with potential permanent impairment, during the
quarterly file review.

4. MCM should continue to address long term prescribing of opiates with treating/prescribing
physicians.






